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KUWAIT: KEY BCONOMIC INDICATORS 


All values in millions of US $ 1979 KD1 = $3.64 
unless otherwise stated. 1980 KD1 = $3.70 
1981 KD] = $3.59 
1982 KD1 = $2.50 


1980 1981 
Income and Production 

GDP at Current Prices 27,569 24,282 
Per Capita GDP (in $) 20,079 16,518 
Crude Oil Production (mil US bl) 607 411 

(mil bl/day) : 1.66 isa 
Natural Gas Utilized (bil cu ft) 260 251 
Refinery Production (mil bl) 123 103 
Electric Power (mil kw) 9,023 9,916 
Desalinated Water (mil imp gal) 23,480 25,111 
Fertilizers (000s met ton) 467 951 


Money and Prices 
Money Supply (currency in circula- 
tion plus demand deposits, end 
of period) 
Quasi Money (deposits excluding 
demand deposits, end of period) 
Wholesale Price Index '72=100 
Cost of Living Index '78=100 
(ltd. coverage, heavily weighted 
toward subsidized items) 107.1 


Balance of Payments and Trade 
Exports and Re-Exports (FOB) 18,211 20,998 15,663 
Of Which: Oil a7, 2nd 19,525 13,635 
Imports (FOB) (Excluding Gold) 4,830 6,061 6,731 
Net Imports Nonmonetary Gold 58 629 77 
Trade Surplus 13,323 14,308 8,855 





Current Account Surplus 14,291 17,002 13,771 
Investment Income (Net) 3,349 5,964 8,214 
Imports from United States 755 886 976 
Of Which: Autos 162 142 98 
Auto Parts and Service Equipment 51 66 69 
Trucks, Trailers, Buses 32 50 67 
A/C and Refrigeration Equipment 5] 60 55 
Construction Machinery and Fquipment 25 49 39 
Aircraft and Parts 66 53 52 
Oil and Gas Field Machinery and 
Equipment 13 25 41 
Apparel, Textiles (Fabrics and 
Finished Products) 27 45 55 
U.S. Trade Surplus with Kuwait 668 392 890 
Public Finance i9e0/e13 1981/823 1982/8634 
Fiscal Year Runs July Through June 
Revenues 23,564 10,453 11,221 
Expenditures: 
State Expenditures 10,213 9,987 10,896 
Reserve Funds 13,151 202 220 
Kuwait Fund for Arab Economic 
Development 200 264 105 


lguly figure. 
“June figure 
“Embassy estimate based on available statistics. 


4Government Projection 


Note: Statistics for 1982 included where available. 


Sources: Central Bank of Kuwait: Economic Report, 1980. 
Central Bank of Kuwait: Quarterly Statistical Bulletin, April-June 1982. 
U.S. Foreign Trade Statistics, Bureau of the Census, U.S. Department of 
Commerce. 





SUMMARY AND INTRODUCTION 


The Kuwaiti economy is passing through a period of transition 
that is as ripe with opportunities as it is laden with prob- 
lems. The downturn in Kuwait's economic fortunes is strik- 
ingly revealed in the oil revenue figures: $29 .5°Hilttion 

in 1980, $13.6 billion in 1981, and a projected $8-9 billion 
in 1982 because of the soft international oil market. For 
Many governments, such steep declines in the key revenue 
component would spell economic disaster. Kuwait, however, 
is cushioned from such a prospect by rapidly growing foreign 
investment income estimated at $6 billion in 1980, $8.2 
baidion in 1SSL;? ‘and “$9. F “brag_ron*rn-f£yse2- In addition, 
Kuwait enjoys considerable leeway in cutting or postponing 
government expenditures, especially in the area of economic 
development projects. 


Kuwaiti economic leadership views the sharp drop in oil 
revenues as cause for concern;7 but it also sees it as an 
opportunity to cut waste in government spending by better 
targeting services provided to the people and curbing the 
growth of consumption of heavily subsidized goods and ser- 
vices such as water, petroleum products, and electricity. 
With inflows down, required outlays up, and investment in- 
come a source of revenue rivaling oil receipts, the recog- 
nized task at hand iS a revamping of the oil and financial 
sectors to deal with the changing realities of the inter- 
national market of the 1980's and beyond. 


If the transition Kuwaiti leaders have mapped out is achieved, 
the economy five years hence will be markedly different 

from that of today. in the oil ‘sector, "the ‘qoak “rs "rer 

oil output of 1.5 million barrels per day with half that 
amount refined into products favoring the lighter end of 

the barrel for export. Kuwait expects to have a worldwide 
transportation, marketing and even retailing network in 
place. Kuwait foresees worldwide exploration efforts 
yielding production to feed this distribution network. Fur= 
ther downstream petroleum sector expansion within and out- 
side Kuwait using state-of-the-art technology will also be 
pursued. The recent purchases of Santa Fe International and 
Andover Company of Oklahoma fit well into this strategy, as 
does Kuwait's anticipated imminent purchase of Gulf Oil's 
distribution and retailing network in Western Europe. Santa 
Fe's subsidiary C. F. Braun and the German firm Hoechst 
(whose shares Kuwait holds about 25 percent) are expected 

to provide the technology transfer to implement Kuwait's 
development plans. 





In the financial sector, the aspiration of making Kuwait an 
important regional and international financial center has 
been sidetracked temporarily by its unfortunate recent stock 
market experience. Unraveling the complex stock market 
muddle may take several years and preoccupy financial 
officials in the public and,private sectors. Restoration 
of confidence in Kuwait's ability to manage its financial 
affairs will be a gradual process. Kuwait nonetheless 

will continue to diversify and expand its financial activi- 
ties. Recognizing the importance of its foreign investment 
portfolio and the income it generates, the government has 
legislated the formation of an Overseas Investment Agency 
to monitor its overseas assets, set investment policy 
guidelines, and take final decisions on all key investment 
placements. 


With the pace of business and development spending slowing 
and with continued stifling of the re-export market because 
of the Iraq-Iran war, the Kuwaiti commercial outlook for the 
next year is guarded. The U.S. market position in Kuwait, 
already under pressure, will be further pressed by increasing 
competition ina tighter market from Japanese and European 
firms. Local companies which have grown in size and 
sophistication will increasingly challenge foreign companies 
for major project work. To cope with this more constricted 
market, American firms will not only have to price their 
goods and services competitively but focus on technology or 
expertise where the U.S. has a clear advantage. These in- 
clude; electric power generation and distribution, medical, 
Oil, gas, petrochemicals, telecommunications, security, 
water resources (including desalination), environmental 
protection, and solar energy. 


PETROLEUM 


Production, Pricing, Exports, and Revenue. Kuwaiti oil re- 
serves are estimated at more than 65 billion barrels, ranking 
it only behind the Soviet Union and Saudi Arabia in this 
regard, If Kuwait held production down to the 800,000 
barrels per day level set for it by OPEC in April 1982, 
Kuwait's reserves would last more than 200 years. Kuwait, 
of course, intends to resume production at or near its sel 
imposed ceiling of 1.5 million barrels per day (including 
output from the Saudi-Kuwaiti Divided Zone) once inter- 





f- 
a. 


national demand for OPEC oil rebounds to more traditional 
levels. Kuwait nonetheless follows a deliberate policy of 
conserving its only exportable resource as an "underground 
investment" for the future. Thus, in the absence of strong 
international demand for Kuwaiti oil coupled with a pressing 





need on the part of Kuwait for revenue--conditions not likely 
to occur in almost any conceivable scenario--Kuwait is ex- 
pected to adhere to the 1.5 million barrels per day ceiling. 


Kuwaiti oil revenue dropped sharply in 1981, although the 
fall was mitigated somewhat by higher prices in the first 
three quarters of the year. Premiums attached to contract 
sales boosted the per barrel price of Kuwaiti crude in 1981 
to a record high $4i..50'. A 33 percent drop in production, 
however, pulled revenue down from a record $19.5 billion in 
19880 to $13.6 brition in 1982. A further 28 percent pro- 
Guction decline in 1982 coupled with a drop in crude oil 
prices to’ $32.30 led"to projections of oillveatnings in) tes2 
falling below $9 billion. Kuwaiti crude output (including 
the Divided Zone) for the first three quarters of 1982 
averaged about 820,000 barrels per day, and current market 
forecasts do not indicate any sizeable output increases in 
the fourth quarter. 


In response to slack international demand for crude oil, 
particularly for heavier Kuwaiti grades, the Kuwait Petroleum 
Corporation (KPC) launched an aggressive drive to boost 
petroleum products sales. Kuwait is highly competitive in 
such sales since OPEC pricing is not applied to products and 
other Gulf countries have only limited export refining capa- 
City. KPC success in its products marketing campaign is 
illustrated bythe fact that products exports have actually 
topped crude sales for Kuwait proper during the second half 
of 1982, and are likely to enjoy: this’ status for the fore- 
seeable future. Crude sales have averaged about 300,000 
barrels per day for the first three quarters of 1982. Pro- 
duct sales, on the other hand, have been brisk, and should 
continue to run about 400,000 barrels per day. 


Closer government scrutiny 
of development expenditures and cuts in budget allocations 
have been applied to many sectors of the Kuwaiti economy, 
with the notable exception of oil. KPC, the parent organi- 
zation managing petroleum sector activities, has a budget 
separate from the general state budget. The government has 
allocated KPC more funds rather than less in order to com- 
plete the ambitious domestic development plan set for the 
next five years. Capitalization of KPC was raised from 
$3.5 billion to $9 billion’ earlier: this year; and» KPC»plans 
to spend an average of more than $500 million per year on 
domestic development projects. 


The emphasis of Kuwait's domestic oil sector expansion is 
two pronged: exploration activities, onshore and offshore, 
and refinery expansion and modernization. Exploration 





activities in recent years have focused on deep well drilling 
onshore primarily in search of natural gas. Continued cut- 
backs in crude oil production have sharply reduced the 
availability of gas either for domestic consumption pur- 
poses (primarily for electrical power generation) or as 

a feedstock for Kuwait's LPG plant. Output of associated 
gas fell to such a low level in 1982 that Kuwait could 

not fulfill its LPG supply contracts and declared force 
Majeure, Kuwait is not expected to be ina position to 
resume deliveries to other than C.I.F. customers until 
mid-1983 at the earliest. 


Kuwait's drilling program of ten onshore deep test holes is 
not even half completed at this point. Tests to date, how- 
ever, seem to indicate that Kuwait may lie to the north of 
the limit of the rich gas bearing zone found in Iran, 

Saudi Arabia, and Bahrain. Drilling thus far, however, has 
hit an unexpected vein of light (35.7 API) crude in the 
Marat formation (11,500 feet). If this discovery reveals 

a major deposit, Kuwait would for the first time be able to 
offer light crude to the international market, perhaps in 

a mixed sales package with heavier crudes. 


Kuwait's search for gas and lighter crudes will move off- 
shore of Kuwait proper next year for the first time in many 
years. Seismic work completed in 1982 points to encouraging 
areas of exploration over the next five years. 


Downstream petroleum sector expansion is the backbone of 
the Kuwait domestic petroleum development program, and is 
the only area of heavy industrial development Kuwait is 
committed to for the long-term future. The major element 
of this downstream expansion program is the upgrading and 
modernization of Kuwait's refineries at Ahmadi and Mina 
Abdullah. The former is already under a billion dollar 
contract that calls for upgrading facilities and expanding 
Capacity from 222,000 to 250,000 barrels per day. The pro- 
ject at Mina Abdulla, recently awarded to KPC subsidiary 
Santa Fe/C. F. Braun, will completely transform that facility 
and expand capacity from 120,000 barrels per day to 300,000 
barrels per day. Both projects are targeted for completion 
in 1987/88. 


Kuwait's refinery upgrading and expansion ties closely into 
KPC's aggressive petroleum products marketing push noted 
earlier in this report. As will be seen later, it also 
meshes with Kuwait's overseas development plans. 





Kuwait also expects to move further downstream into petro- 
chemicals, but in a modest way compared to plans of neigh- 
boring Gulf countries. A contract has been awarded to 

Santa Fe/c. F. Brawn for ‘the "construction of a bil lion dollar 
olefins/aromatics complex which will produce such petro- 
chemical building blocks as thylene, monoethylene glycol, 
styrene, benzene, ortho-xylene and para-xylene. Plans for 
intermediate and final petrochemical industries are still 

on the drawing boards, and will likely be left to private 
entrepreneurs rather than the public sector. 


Overseas Activities. KPC's purchase of all outstanding 
shares of Santa Fe/C. F. Braun in 1981 signaled its intentions 
of becoming a major integrated international oil company. 

The technology transfer provided by Santa Fe for Kuwait's 
domestic petroleum sector development is a dividend in 
addition to Santa Fe's international drilling concessions, 
facilities, oil production, and engineering expertise. 
Kuwait's equity investment in the German firms Metalgessel- 
shaft (20 percent) and Hoechst (25 percent) should comple- 
ment the Santa Fe purchase through additional technical 
expertise that can be utilized for KPC's worldwide expansion. 
KPC now ranks 14th on the Fortune 500 list of firms outside 
the United States. 


KPC's international expansion increased with remarkable speed 
in the past year. In the United States, a joint venture 
agreement with AZL Resources to explore for oil in the 
Western United States preceded the Santa Fe purchase. In 
the summer of 1982, KPC also bought the U.S. oil exploration 
firm Andover for about $150 million. Andover has concession 
rights for exploration in the United States which KPC will 
DicK Up. KPC is also expected to seek additional explora- 
tion opportunities in the United States in the near future, 
either through joint venture arrangements, cooperative pro- 
grams with established U.S. majors, or acquisition of 
additional firms. 


Besides its activities in the United States, KPC is exploring 
for oil on almost every continent through its equity in the 
International Energy Development Corporation (IEDC), owner- 
ship of Santa Fe, and concessions of its own as well as 
partnerships with other firms. Kuwait recently increased 

its ownership share of IEDC, a consortium that looks pri- 
marily to developing countries for its exploration prospects. 
KPC's direct exploration ventures in China and Indonesia 

may be supplemented in the future by concessions in Pakistan 
and India. 





KPC's downstream petroleum sector investment abroad may be 

a key development of the coming year. ee KPC through 
its subsidiary Petrochemical eee s Corpora hue Gite) , 
has equity in four fertilizer plants in Tunisia. KPC it- 
self is investing in a major petrochemical complex as well 
as a cracking facility in Bahrain. The most notable in- 
vestment, however, is the expected imminent purchase of 
selected Gulf Oil European facilities and distribution out- 
lets Through this purchase, which may exceed $500 million, 
KPC seated acquire refinery facilities compatible with Kuwaiti 
crude and a widespread distribution network capable of 
reaching the individual consumer with finished products. 

If successfully concluded, KPC, more than any other inter- 
national oil company, will enjoy freedom cf activity from 
access to crude all the way down to final marketing. 


FI NANCE E 


The Budget: Austerity and Change. Government xpenditure 
remains the key mechanism for stimulating or mntracting the 
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Kuwaiti economy. The new budget for 1982/83 By, oalies eas oika 
June 30, 1983) ushers in a period of waste cutting, stream- 
lining, and adjustment to the reality of lowered levels of 
revenue which may persist the near to medium [ate ER 
Although economic activity necessar jaa remain depressed, 


the government and people of Kaeweit:. ea Sconvi re that 
: : 2 


austerity is not only necessary but 2r to 


correct some internal economic anoma 


The government signaled its intention t embark on an 
austerity program when prices of locall retailed petroleum 
products were more than doubled in Apri LOS 2s This measure 
not only pared down the government subsidy bu also was 
aimed at curbing consumption growth. All indications are 
that the price ris Hees as large as they were, still left 
prices too low to affect consumption perceptibly. 


Budget outlays for 1982/83 represent a decline in real 
terms (discounting for inflation) compared to 1981/82. The 
five percent increase in total expenditures will translate 
into a negative rate if inflation remains at the current 
double digit rate. Expected price hikes on water and elec- 
tricity, as well as charges for government services pre- 
viously provided to all citizens free of charge, should 
boost the cost of living, raise some revenues, and cut con- 
Sumption growth (as opposed to consumption itself). Growth 
should also be affected by budget austerity measures, in- 
cluding cuts in government employment and the post oe aaa 





or cancellation of projects not deemed essential. Budgeted 
development expenditures have been reduced substantially 
from $2: 5 PEE ron “in vee) 7's62 “CoS 220 “bir lvew an *PS8276s: 
(See Implications for U.S. Business section of this report.) 


The squeeze on the Kuwaiti budget began to be felt in late 
1981 as oil revenues dropped precipitously. By early 1982, 
government expenditures began to exceed revenues (excluding 
investment income). The Embassy estimates that using the 
Kuwaiti government budget accounting technique (which in- 
cludes a mandatory ten percent appropriation for the Reserve 
Fund for Future Generations), the 1981/82 budget was in 
deficit by ‘about $800 mel ion. A. similar ‘deticit “ts: pro= 
jected by the government for 1982/83, and it is questionable 
whether the revenue projections made by the government will 
be reached. In more realistic terms (that is, excluding 

the Future Generations appropriation), the budget should be 
in relative balance for both fiscal years. 


Balance of Payments. While investment income is not included 
in the budget calculations (since it traditionally is rolled 
over and not needed to meet current expenditure needs), it 
does represent an important component of Kuwait's balance 

of payments. In 1982, in fact, the Embassy expects invest- 
ment income to surpass oil earnings as the major entry on 
the credit side of the balance of payments ledger. Oil 
revenue may total between $8 and $8.5 billion while invest- 
ment income (government and private) may surpass that level 
by a healthy margin. Although together oil and investment 
income should far outstrip total imports--projected at about 
$8 billion--transfers such as interest-free loans to Iraq 
and other payments for development or balance of payments 
assistance abroad may whittle down the surplus considerably. 
Additions to Kuwait's capital reserves invested abroad are 
not likely ‘this’ year. 


Overseas Financial Activities. The Kuwaiti government main- 
tains two reserve funds--the Fund for Future Generations 
and the State General Reserve--into which surplus revenue 
is channeled. The value of these reserves is projected to 
reach approximately $85 billion (exclusive of liquid assets 
held for current expenditures obligations) at the end of 
1982 with more than $60 billion invested outside Kuwait. 
About 2/3 of this total is believed to be placed in Western 
Europe and the United States, with holdings in the U.S. 

ot about" Ss" brio. Kuwait makes its investments abroad 
in favor of equities, with bonds and short-term securities 
taking a clear minority share. 





While Kuwait historically followed a policy of spreading 
its equity investments among many foreign companies rather 
than seeking large blocks of shares in selected firms, this 
policy has been breached with increasing frequency in recent 
years. The KPC purchases of Santa Fe, Andover, and a domi- 
nant share of IEDC are cases in point. Other notable equity 
holdings include such prominent West German firms as Korf 
Steel (30 percent), Daimler Benz (estimated at 25 percent), 
Metalgesellshaft (20 percent), Hoechst (25 percent), Bayer 
(10 percent), Volkswagen (6-10 percent) and Dresdner Bank 
(10-15 percent). Kuwaiti investment in real estate and 
commercial properties abroad has also accelerated. Working 
through the Kuwaiti Investment Office (KIO) in London, the 
Ministry of Finance has made considerable purchases in 
London as well as throughout Britain. KIO's real estate 
ventures through its equity in St. Martins, for example, 
have resulted in major purchases in the past few years. 

The Kuwaiti government is expected to continue to seek 
equity purchases in the future as it sees this aS an appro- 
priate and efficient means to acquire technology, access 

to markets, and financial expertise in a way which will 
serve Kuwait's longer term development aspirations. 


The Kuwaiti private sector is also consolidating and ex- 
panding its move overseas. Kuwaiti commercial banks, for 
Many years preoccupied with cultivating the rapidly growing 
and sufficiently lucrative domestic market, are moving into 
Overseas activities slowly but steadily. Gulf Bank recently 
became the first Kuwaiti commercial bank to open an agency 
office in New York, and intends to open similar offices in 


other international financial centers in the near future, 


Other commercial banks are expected to follow suit. The 
commercial banks have been increasing their activities in 
the international syndicated loan market as well. The 
National Bank of Kuwait ranks high in this effort, partici- 
pating in loans totaling nearly $400 million in the first 
eight months of this year. The seven commercial banks 

and two specialized banks during this period participated 
in syndicated loans totaling $1.16 billion, a 162 percent 
increase over the corresponding period of the previous year. 
This dramatic rise, however, is expected to taper off in 
view of the troubled international lending market in the 
third and fourth quarters of 1982, 


Kuwaiti investment companies, whether registered in Kuwait 
Or in other Gulf countries, have rapidly grown in number 

in recent years. While many serve only a relatively small 
number of clients, some have expanded and diversified their 
activities with remarkable speed and efficiency. ror ex- 
ample, the Kuwait International Investment Company (KIIC), 





100 percent privately owned, has matured into an inter- 
national investment company providing and participating in 
the full range of financial services and operations. In- 
vestment firms with mixed public-private ownership, such as 
the Kuwait Investment Company (KIC)--50 percent government 
owned--and the Kuwait Foreign Trading, Contracting and In- 
vestment Company (KFTCIC)--82 percent government owned-- 
take advantage of government support through issue under- 
writing. 


KIIC,. KFICIC, and Kic,. known, jas. the .threewK*’s,. have been 
lead managers on Kuwaiti dinar bond issues since the market 
was revived in August 1981. Bond issues in early 1982 appeared 
to reflect an increasingly sophisticated market although the 
secondary market suffered from slack interest. Bond coupons 
rose beyond the traditional ten percent limit set by Kuwait 
although individual issues continued to be held to the 
arbitrarily set,$24.5 milldon ceding. A KIC co-managed 
$400 million issue in favor of* the World Bank in July 1982 
was, however, a special issue representing a government 
commitment made in 1981 to ease some of the Bank's funding 
pressures. This was the last issue before the three K's 
announced that high interest rates prevailing in the local 
market made piacement of new issues too difficult for the 
foreseeable future. No new issues are expected before 1983. 


The Stock Market. The story of the spectacular rise and 
recent decline of the Kuwaiti share markets from the spring 
of 1981 to October 1982 is a complex tale woven around a 
speculative fever that eventually caught in its grasp all 

of Kuwaiti society as well as financial entities within and 
outside Kuwait. The promise of huge gains from market specu- 
lation and the desire of traders for a role larger than their 
financial resources would support led to the rapid increase 
in the use of the post-dated check as a financing tool. 

Such checks bearing premiums generally in the range of 40 

to 80 percent but sometimes considerably higher and dated 

for time periods between three months and three years pro- 
liferated during the past year. As share prices settled in 
the late spring of 1982 and the premiums written into checks 
were not matched by price rises, the market began to show 
serious strains. By late summer 1982, the crisis was at 

hand as more and more traders were faced with payment obli- 
gations beyond their available resources. The government 
stepped in during September and stopped the practice of 
forward check writing for share market deals and called on 
all forward check holders and writers to declare their posi- 
tions. Unraveling the stock market muddle will be a difficult 
and extended process, and will preoccupy government and 





private financial officials in the coming months. As a result, 
efforts to develop Kuwait's financial sector to more pro- 
minence in a regional and international context may be side- 
tracked temporarily. Restoration of international confidence 
in Kuwait's ability to manage its financial affairs and the 
formulation of a program to insure that the recent stock 
market experience is not repeated will be the most important 
priorities for Kuwait's financial leadership in the coming 
year. 


Foreign Assistance. Despite spending cuts and falling reve- 
nues, Kuwait continues to allocate considerable sums to 
foreign aid. The Kuwait government, however has realized 
that due to financial constraints, it must scrutinize foreign 





development assistance expenditures more cl ely. Kuwait's 
official development assistance as a percentage of GDP is 
among the highest in the world. The Kuwait Fund for Arab 
Economic Deveiopment (KFAED) was the top aid donor in the 
region in 1981, surpassing even the Islamic Development Bank 
in loans and grants. Kuwait also participates in the OPEC 
Fund for International Development, the Arab Fund for Eco- 
nomic and Social Deveiopment, and the Islamic Development 
well as in other multilateral lending organizations. 
of Kuwait's development assistance is channeled through 
the KFAED. In 198 iore than $718 million in loans was 


disbursed. Llmost half of this was allocated to Arab coun- 


1 
tries. $202 
quarter of 198 
an iSsl. Lo 
minimum admi 


ion in assistance was disbursed in the first 
2 up from $' million during the same period 
ns are made at highly concessional rates with 
istrative costs. The KFAED usually agrees to 
/3 of the project cost, although in the case of 
certain African countries it has provided complete funding 
for infrastructure projects. Despite its name, KFAED makes 
loans to Third World countries in Africa and Asia. Plans 
to extend KFAED lending to Latin America and the Carribbean 
appear to have been shelved for the time being. 


a 
n 
2 


cover up to 


Kuwait has provided substantial economic support to Iraq 
during the more than two year old Gulf war, allocating 
interest free loans valued at $6 billion to the Iragi govern- 
ment for balance of payments support. Should the conflict 

be resolved, observers expect Kuwait and other Gulf countries 
will provide financial assistance for the reconstruction of 
both Iraq and Iran. 





IMPLICATIONS FOR U. S. BUSINESS 


Commercial Outlook is The commercial outlook in 
Kuwait for the coming year is guarded. The more cautious 
approach to spending, the stock market muddle, and the con- 
tinuing Iraq-Iran war have all retarded the pace of business 
activity and relief is not in sight for the near term. The 
war particularly has eliminated two formerly steady and 
profitable re-export markets. Even the brisk 1981 Iraqi 
demand for construction materials and other capital goods 
slumped in 1982. Merchants are left overstocked, causing 

a decline in the volume of L/C's processed by local banks. 
Inventories are expected to remain high for the near future. 
Local observers no longer expect a broad-gauged, dramatic 
revival of re-export trade once the conflict ends. The. -Iraq- 
Iran markets are expected to return only gradually to their 
former levels, although demand wiil probably pick up for 
consumer goods and for priority items needed to rebuild 
damaged ports and oil facilities. But many believe that 
massive and immediate spending by both combatants is out of 
the question. The soft oil market will permit neither to 
earn foreign exchange sufficient for a spending spree. 


Within Kuwait, uncertainty and illiquidity due to stock 
Market difficulties will probably inhibit local investments 
at least in the short run. Instances of "distress selling, 
a phenomenon which has already appeared, may increase as 
liquidity problems caused by the stock market bite some 
merchants more deeply. Should distress selling become pre- 
valent enough, it will depress local prices and cause fur- 
ther declines in profits from normal commerce. 

More Conservative Development Spending. The level of de- 
>lopment spending will govern the pace of business activity 
over the longer term. Since the mid-1970's, the government 
has restrained such spending, a trend which will be even 
more pronounced in the future. Between fiscal years 1977/78 
and 1981/82, the government spent between $1.7 billion and 
$1.8 billion annually for development projects. This 
steadiness is in keeping with the policy of tostering slow 
and controlled economic growth and also reflects Kuwait's 
limited absorptive capacity. Development spending has 
typically been concentrated on projects of the Ministries 

of Public Works and of Electricity and Water. In 1981/82, 
for example, these two ministries accounted for 76 percent 
of development expenditures. 





Vv 


But the government is now clearly signaling that it will 
moderate development outlays. The 1982/83 figure budgeted 





for development is only 580 million KD (approximately 2.03 
billion! dollars), whachda@sc..a Gramatic:, 48.5 percent cut from 
the amount budgeted for 1981/82 (711.8 million KD--a little 
over 2-5 billion. doitars). Even in priority sectors, the 
levels of FY 1982/83 budgeted funds have dropped. Budgeted 
levels for tne Ministries of Public Works and Communications 
have each dropped 11 percent in nominal terms from 1981/82 
budgeted levels. Funds budgeted for the Ministry of 
Electricity and Water have risen nominally by 11 percent, 

a negligible real increase. 


These cutbacks partly reflect the fact that Kuwait is gradually 
completing its modern infrastructure. But they also reflect 

a more cautious attitude toward spending. While the 1982/83 
budget was in preparation, ministries were asked to consider 
projects carefully, spend only on essentials, and try to 
reduce disbursements in operations and employment. Some 
projects have been delayed, including some planned for this 
fiscal year. Disagreement about whether a Ministry of 
Communications mobile telephone project was an essential 
expenditure held up the project for several months. Some 
Kuwait Municipality projects (beach cleanup, building of car 
parks, construction of a new slaughterhouse and of a compost 
plant) have been postponed. The later phases of the massive 
new waterfront project, the first stage of which is now under- 
way, have also been put on the back burner. 


Major Project Plans. While development spending will be 
more restrained, the government has plans to spend on some 
major projects should they decide to do so. The following 
table shows, in summary fashion, the principal sectors and 
development projects into which the GOK is now beginning to 
invest or may invest over the next decade. These figures 
are rough estimates of project values. They are incomplete, 
Since estimates for all projects are not available. More- 
over, some of these planned projects can be delayed or 
shelved. Despite these caveats, the figures are a reason- 
able "ball park" indication of present Kuwaiti spending 
plans over the next five to ten years. U.S. firms interested 
in more detail on Kuwait major projects can obtain pertinent 
reports from the Department of Commerce. 


Major Project Spending 


Estimated Value 
(Mi ilio0ns U.S< $$) 


Electricity 
-- Ras Al-Zour Power Station and over 1,000 
associated construction and equipment 





-- Network upgrade and expansion 


General Construction 
-- Includes district and regional centers, 
public buildings and facilities 


Health Care 
-- Regional hospitals, clinics (new and 
expanded, specialized facilities) 


Housing 
-- National Housing Authority 


Industry (Non-Petroleum) 
-- Light industrial plants 


Petroleum Industries 
-- Refinery modernization, gas 
gathering, petrochemicals 


Telecommunications 
-- Shuweikh port expansion 700 
-- Inner loop road 400 
-- Mirgab transport center 400 


While figures are not available, there will also be continuing 
road projects, a short railroad line from Shuweikh Port to 

Ras Al Shairij, and water resources projects (desalination 
plants, water storage facilities, and pipelines). There 

may also be smaller projects requiring more arcane technology 
and products in the environmental protection and solar 

energy fields. 


U.S. Market Position. For the near term, the Kuwaiti market 
will become even more highly competitive and price-sensitive 
than in the past. For the last few years the American market 
share here has been 13 percent of imported goods and services, 
consistently behind the Japanese at 21 percent. Us Sanco export 
strength has traditionally been in passenger automobiles, 
auto spare parts, air conditioning equipment, and industrial 
machinery (including oil and gas field equipment and ser- 
vices). Despite the competitive market, the American posi- 
tion considered as a whole has been relatively strong. But 
there are some recent trends which may cause the U.S. market 
share to deteriorate. 


Among the factors making American goods and services less 
price competitive are the inflationary price rises of the 
late 1970's and early 1980's combined with the now strong 
American dollar. The foreign exchange factor can make a 





difference, sometimes addi up> to 20. percent: to ‘the! cost 

of American goods relative to comparable products from 
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supervision contracts. Other foreign-local associations 
between consultants have grown up naturally as a result of 
the growing expertise of local firms. Local consulting and 
construction firms will increasingly participate in major 
project work beyond the traditional agent-principal re- 
lationship. 


Prospects for U.S. Business. To cope with the tightening 
Kuwaiti market, U.S. firms must offer competitive prices. 
American companies may also do better in areas where U.S. 
products or services have a technological edye and where 
American expertise is respected, But prices must still be 
YFAGhG. Oil field equipment and services, electric power 
generation/distribution, telecommunications, security, and 
medical equipment are promising markets for American firms. 
In addition, there are areas of more specialized technology 
which are of growing interest to the Kuwaitis such as ex- 
pertise and equipment in the fields of environmental pro- 
tection and solar energy. More traditional products such as 
foodstuffs and apparel also have potential because demand for 
them continues to grow and American products are often pre- 
ferred. 


In the oil and gas equipment and services area, Kuwait 
Petroleum Corporations's acquisition last year of the Ameri- 
can company Santa Fe International has created a unique 
Situation. The newly-established Kuwait Santa Fe/C. F. Braun 
Engineering Company will provide engineering services and 
Supervision for major projects in the petroleum field. 

While this may preclude participation of other petroleum 
engineering firms, there will still be ample commercial 
opportunities for American subcontractors and suppliers of 
oil and gas field equipment and services which meet American 
specifications. 


League boycott of srael may inhibit or completely prevent 
some American firms from doing business with Kuwait. Some 
American companies are completely boycotted. Others under 
investigation by boycott authorities cannot bid on Kuwaiti 
government tenders, although their goods can still be 

marketed through non-tender sales. At times an American 

firm can be caught between conflicting requirements of Kuwaiti 
and American boycott regulations. Some of these conflicts 

can be resolved to satisfy both Kuwaiti and American law, 
while others remain insoluble. 


Arab Boycott Complications. Kuwait's adherence to the Arab 
Is 


U.S. firms will encounter Kuwaiti boycott procedures in 
certificates of origin, letters of credit, shipping documents, 





some provisions of tenders and contracts, and requests from 
the Kuwait Boycott Office to furnish information about the 
firm's business relationships. Generally, the receipt of a 
request to participate ina restrictive trade practice or 
boycott must be reported to the U.S. Department of Commerce, 
although there are now some exceptions to this reporting re- 
quirement. American companies having questions about boy- 
cott regulations or problems should direct them to the Office 


of Antiboycott Compliance, U.S. Department of Commerce. 





Getting Into The Market. Recent U.S. legislation which eases 
the income tax burden on overseas Americans could help U.S. 
companies compete more effectively. To the extent that this 
tax break encourages firms to place American personnel in 
Kuwait, it will permit U.S. companies to: (a) get better 
acquainted with the Kuwaitis and their market, (b) find and 
exploit commercial opportunities more easily, and (c) pro- 
vide strong support to Kuwaiti companies already acting as 
their agents or joint venture partners. Resident American 
consultants would be in a better position to price their ser- 
vices competitively. Moreover, their role in drawing up 
tender specifications for major projects could bolster 
Opportunities for U.S. traders and suppliers. 
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